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Summary 

Noting that the failures of the U.S. health care system are compounding the problems faced by 
low-income Americans, Alan Weil argues that any strategy to reduce poverty must provide ac- 
cess to health care for all low- income families. 

Although nearly all children in families with incomes under 200 percent of poverty are eligible 
for either Medicaid or the State Childrens Health Insurance Program (SCPIIP), the parents of 
poor children often lack health insurance. Parents who leave welfare normally get a year of cov- 
erage but then lose coverage unless their employer provides it, and many employers of low- 
wage workers do not offer health insurance. Similarly, parents who take low-paying jobs to 
avoid welfare usually have no coverage at all. This lack of coverage discourages adults from 
working and may also affect the health of children because adults without health insurance are 
less likely to take their children for preventive care. 

Weil proposes creating a federal earned income health credit (EIHC) and redefining the federal 
floor of coverage through Medicaid and SCHIP. His aim is to make health insurance affordable 
for low-income families and to make sure enough options are available that individuals and fam- 
ilies can get coverage using a combination of their own, their employers, and public resources. 

Weil would expand Medicaid eligibility to include all families whose income falls below the 
poverty line. The EIHC would be a refundable tax credit that would be available to parents 
during the year in advance of filing a tax return. The credit, which would be based on taxpayer 
earnings and family structure, would phase in as earnings increase, reach a plateau, and then 
phase out farther up the income scale. The credit would be larger for families with dependents. 
The EIHC would function seamlessly with the employee payroll withholding system. It would 
be available only to adults who demonstrate that they had health insurance coverage during the 
year and, for adults with children, only if their eligible dependent children were enrolled in ei- 
ther a private or public insurance program. 

Weil’s proposal would cover individuals who receive coverage from their employer and those 
who do not. The proposal smooths transitions from public to private coverage, and it anticipates 
a substantial role for states. Weil estimates that his policy would cost about $45 billion a year. 

www. futureofehildren . org 
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T he many failures of the Ameri- 
can health care system have 
badly exacerbated the financial 
and health-related hardship 
that low-income Americans 
face. Any comprehensive strategy to reduce 
poverty and improve the well-being of lower- 
income working families must include sub- 
stantial changes in the way the nation pays 
for health care. Indeed one could argue that 
absent health care reform the United States 
is unlikely to undertake the many other im- 
portant steps necessary to reduce poverty. 

The Price of Health System 
Failures 

Low-income Americans pay the price of 
health system failures in three ways. They 
pay through poor health and premature 
death, through personal financial hardship, 
and through lost opportunities for productive 
public investments that could improve their 
future prospects. 

Health Consequences 
The health of low-income Americans suffers 
because health insurance is not universally 
available. Of the more than 46 million 
nonelderly Americans without health insur- 
ance in 2005, 65 percent had family income 
at or below 200 percent of the federal 
poverty level ($39,942 for a family of four in 
2005). An additional 16 percent of the unin- 
sured had income between 200 and 300 per- 
cent of the federal poverty level. 1 

The importance of health insurance to good 
health has been well established. Although it 
is true that emergency care is available to all 
Americans, other types of care — preventive 
care, services that help people manage 
chronic conditions, diagnostic tests, and 
highly specialized care — are all hard to ob- 
tain without health insurance. Researchers 


have found that people who lack health in- 
surance are less likely to get preventive care 
and services for chronic and acute conditions, 
even after personal characteristics (such as 
health status and education) that affect use of 
care, are taken into account. Again, taking 
into account these measurable differences 
between the populations, analysts find that 
the uninsured are sicker, more likely to suffer 
from chronic conditions, and more likely to 
die younger than people with health insur- 
ance. 2 And the consequences of a lack of in- 
surance extend beyond the individual to bur- 
den entire families and communities. 3 

In an effort to contain the rising cost of 
health insurance, many employers have in- 
creased the deductibles and copayments in 
the coverage they provide their employees. 
Although these cost-sharing strategies reduce 
the premiums employers must pay, a growing 
body of research shows that they cause lower- 
income employees and their dependents to 
forgo necessary care, yielding negative health 
consequences, particularly for those trying to 
manage chronic conditions. Recent efforts 
to encourage people to purchase high- 
deductible insurance plans and to use health 
savings accounts to cover the deductibles also 
place lower-wage workers at risk. Fourteen 
percent of those with high-deductible plans 
have no funds in their health savings account, 
and another 16 percent have less than $200. 5 
The combination of high deductibles and de- 
pleted health savings accounts will lead to 
even more care forgone than the incremental 
increases in cost sharing that face other 
Americans. 

Financial Consequences 
Good health — one’s own and one’s family’s — 
is a precursor to adequate earnings. People in 
fair or poor health have average earnings far 
below those who report that their health is 
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good or excellent. 6 Of course, poor health is 
both a cause and consequence of having low 
income, but good health care may offer a 
path to better health and higher earnings. 
The time required to care for a family mem- 
ber with a debilitating disease or a chronic 
condition makes it hard to work enough 
hours to earn one’s way out of poverty. Hav- 
ing health insurance reduces the likelihood 
that a person leaving welfare will return to 
the rolls. ' 

Low-income Americans pay a heavy financial 
price for the nation’s ailing health care system 
even when they are insured. Those who have 
insurance have a degree of financial protec- 
tion, but the rising cost of coverage has made 
family budgets much tighter over recent 
decades. Between 2000 and 2005, median 
family income grew a total of 11 percent, 
from $50,732 to $56,194, with an annual 
growth rate of just over 2 percent. 8 During 
that same period, typical family insurance 
premiums rose almost 70 percent, from 
$6,200 to $10,400, with an annual growth 
rate of 11 percent. 9 Most economists believe 
that even though employers appear to subsi- 
dize their employees’ health insurance, em- 
ployees ultimately bear the cost through 
lower wages. If the money employers paid for 
more costly health insurance premiums had 
gone instead to workers’ wages, median fam- 
ily income could have risen to as much as 
$60,400, an average annual growth rate of 3.5 
percent — one and three-quarters times the 2 
percent rate families experienced. 

Even when Americans at the lower end of 
the income scale have insurance, they may 
find themselves “underinsured.” Sixteen mil- 
lion people, or 9 percent, among those aged 
nineteen to sixty-four, have health insurance 
but are considered underinsured because 
they have inadequate financial protection 


against high health costs. 10 Underinsurance 
is most prevalent among those with incomes 
below 200 percent of poverty. 11 People with 
inadequate insurance may gain access to 
services, but at the cost of substantial finan- 
cial hardship in the event of an illness or 
injury. 

The financial burdens associated with health 
care are greatest for those without insurance. 


Low-income Americans pay a 
heavy financial price for the 
nations ailing health care 
system even when they are 
insured. 


When confronted with illness they often pay 
the highest prices for services because they 
do not benefit from the negotiated discounts 
available to group payers. 12 If they are unable 
to pay, collection agency reports will harm 
their credit ratings, forcing them to pay 
higher interest rates when borrowing for 
other purchases. Ultimately they may face 
bankruptcy. 

Lost Opportunities 

Rising costs for Medicaid and Medicare have 
limited federal and state options for spending 
on other public priorities. The share of state 
general fund spending consumed by Medic- 
aid increased from 15.1 to 16.2 percent be- 
tween 1999 and 2003. 13 The combined fed- 
eral cost of Medicare and Medicaid rose from 
18.6 to 20.1 percent of total federal outlays 
over the same period (from $317 billion to 
$435 billion). 14 Given policymakers’ reluc- 
tance to increase taxes, these trends have 
tightened public spending in other areas. 
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Long-term projections of Medicaid and 
Medicare cost growth have contributed to 
the sense that Americans cannot afford addi- 
tional investments in antipoverty programs 
because they seem unable to afford the pro- 
grams they already have. Congressional Bud- 
get Office projections over the next few 
decades are particularly gloomy. In the ab- 
sence of policy changes that control these 
costs it is almost impossible to imagine gov- 
ernment making major new investments in 
anything else . 15 

Goals of an Antipoverty 
Health Plan 

In this article I set forth a proposal to meet 
the health care needs of low-income families. 
In view of the dozens of health care reform 
proposals already in circulation, some readers 
may wonder what yet another proposal can 
contribute. My aim is to place health reforms 
in the context of broader antipoverty policies, 
thus raising a somewhat different set of ques- 
tions and considerations than those typically 
at the center of health policy discussions. 

When putting together a reform proposal, 
health policy analysts generally begin with 
the goal of extending health insurance cover- 
age to new populations or making health in- 
surance coverage universal. They then im- 
pose a set of values related to issues such as 
patient choice or the role of government, 
along with assumptions (drawing on the avail- 
able data) about such matters as the effects of 
regulations or financial incentives on individ- 
ual and organizational behavior. The result is 
a proposal that meets health care-related ob- 
jectives while adhering to certain values. 

My proposal begins with a purely financial 
goal: to ensure access to health care services 
and provide financial protection to low- 
income families so they can work and devote 


their energies to the other tasks necessary for 
them to improve their financial and overall 
well-being. My proposal explicitly avoids (to 
the extent possible) some of the larger philo- 
sophical or ideological concerns that domi- 
nate health policy debates — taking as a given 
that Americans are closely divided on matters 
such as the appropriate role of government. 
Put differently, my proposal is by design po- 
litically incremental. It seeks to build on ex- 
isting public and private coverage, not re- 
place one with the other or fundamentally 
alter the nature of either. 

What do low-income families need from 
health policy? At the most basic level they 
need affordable insurance that provides 
meaningful access to necessary health care 
services and financial protection against the 
burdens of illness and injury. But for health 
policy to meet a broader range of needs for 
low-income families, it must meet an addi- 
tional challenge, one that generally receives 
less attention in policy discussions. Families 
need an effective range and ladder of options 
that meet changes in their circumstances 
without substantial disruption and without 
creating perverse financial incentives. For 
example, a young woman may be covered 
under her parents’ insurance policy, lose that 
coverage on her nineteenth birthday, go to 
work for a small firm that does not offer cov- 
erage, become eligible for Medicaid when 
she becomes pregnant, and then lose cover- 
age after the child is born. An effective 
health policy would bridge these gaps in cov- 
erage, providing continuity for the young 
woman without creating disincentives to 
work. 

Current Policy Fails Working Families 
High cost is the primary reason that health 
insurance is out of reach for so many working 
families. Yet many other aspects of the health 
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care system also make getting and keeping 
coverage difficult. 

Most Americans get health insurance 
through the workplace. Although employer- 
sponsored insurance (ESI) is more widely 
available at higher income levels, it plays a 
major role throughout the income spectrum. 
Eighty-six percent of nonelderly people with 
incomes four times the poverty level or 
higher have ESI, but even 39 percent of peo- 
ple with incomes between 100 and 200 per- 
cent of poverty do also. 16 

Employers have complete discretion over 
whether to offer coverage, how much to sub- 
sidize the coverage, and the terms of that 
coverage. 1 ' Under federal law, states may not 
require employers to provide coverage. 18 
Employer decisions vary by firm size, sector, 
average employee wage, and region of the 
country. Smaller firms are more likely to 
offer less generous policies that place a heav- 
ier financial burden on employees. 

One-third of young adults aged eighteen to 
twenty- four are uninsured. 19 Among the next 
older group, adults aged twenty- five to thirty- 
four, 27 percent are uninsured. 20 Young fami- 
lies have relatively low incomes, which means 
they are less likely to have health insurance 
through their job. In the eighteen to twenty- 
four age group, only 47 percent have work- 
based insurance; the figure falls to 42 percent 
for those with only a high school diploma. 21 

Employer-sponsored insurance has become 
less prevalent over time. Employers gain tax 
advantages, as well as competitive advantages 
when hiring, if they provide health insurance 
coverage. But for many employers, especially 
smaller firms, these advantages are not 
enough to offset the cost of providing cover- 
age. Data from 2005 show that although 98 


percent of firms with 200 or more employees 
offer health insurance, only 59 percent of 
firms with 3 to 199 employees offer cover- 
age — down from 68 percent in 2000. 22 The 
share of all workers in small firms who get in- 
surance through their job fell from 57 per- 
cent to 50 percent between 2000 and 2005. 23 
Thus any effort to fill in the gaps in em- 
ployer-sponsored insurance must fight a 
strong tide. 

Federal tax policy also works against low- 
income families. Workplace-based health in- 
surance benefits are tax-exempt for the em- 
ployer and the employee. The relatively low 
marginal tax rates for lower-wage workers 
mean that they receive smaller federal subsi- 
dies than higher-wage workers, even when 
their insurance benefits are identical. One 
study estimates that the tax benefits associ- 
ated with employer-sponsored insurance, 
which totaled more than $188 billion in 2004, 
were heavily weighted toward the more afflu- 
ent. Workers with family incomes greater 
than $100,000 — 14 percent of the popula- 
tion — received 26.7 percent of the benefit, 
while those with incomes less than $50,000 — 

57.5 percent of the population — received 
only 28.4 percent. 24 

Although Medicaid and the State Children’s 
Health Insurance Program (SCHIP) covered 

46.5 million people in June of 2005, coverage 
varies substantially across states and by fam- 
ily structure. 25 Eligibility for public insurance 
is often on an individual basis — and extends 
much farther up the income scale for chil- 
dren than for adults. Through a combination 
of Medicaid and SCHIP, most states cover all 
children in families with income up to 200 
percent of the federal poverty level; eight 
states do not extend eligibility that high and 
thirteen go higher. Eligibility for parents is 
quite variable, with many states capping eligi- 
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bility at a small fraction of the poverty level, 
although some cover parents with incomes as 
high as two or three times the poverty level. 
States cannot cover adults without children 
(unless they are disabled) through Medicaid 
at all without a waiver; only a few states have 
gotten such waivers, and they rarely cover 
adults with incomes above the poverty line. 


This complex, patchwork 
system . . . creates perverse 
incentives as families are 
forced to trade off decisions 
that might improve their 
earnings against decisions 
that will allow them to keep 
their insurance. 


By contrast, private employer-sponsored 
health plans are sold to subscribers — that is, 
to employees. Subscribers can then choose to 
cover their dependents (a spouse and chil- 
dren), but the dependents cannot get cover- 
age through the workplace without the sub- 
scriber. It is possible for the children in a 
family to be covered by Medicaid or SCHIP 
and the working adult to have a substantial 
employer-provided subsidy for coverage and 
therefore be able to buy insurance for one, 
but if family coverage is out of reach, the 
spouse may be uninsured. Many other com- 
binations of public, private, and uninsured 
status within a family are possible. 

This complex, patchwork system not only 
leaves many working families without health 
insurance, it also creates perverse incentives 
as families are forced to trade off decisions 


that might improve their earnings against de- 
cisions that will allow them to keep their insur- 
ance. Medicaid offers the most dramatic ex- 
ample. Every state has a family income 
eligibility threshold for Medicaid. A person 
whose income exceeds that standard loses 
Medicaid coverage but is still likely to be in an 
income range where employer-sponsored in- 
surance is only occasionally available. With a 
family insurance policy costing in excess of 
$10,000, the effective tax on the earnings that 
exceed the threshold is tremendous. The need 
to pay such a price for the increased earnings 
can serve as a strong work disincentive, or at 
best a severe penalty for advancing in a career. 

State and federal policy reduce the size of the 
penalty in four ways. First, federal law pro- 
vides for transitional Medicaid, which ex- 
tends benefits for six or twelve months, de- 
pending upon the circumstances, when a 
person’s income rises above the Medicaid eli- 
gibility threshold. But this benefit, which is 
underutilized, merely delays the penalty and 
does nothing to smooth the transition to pri- 
vate coverage. Second, federal law gives 
states the option of developing “medically 
needy” programs that allow people with in- 
comes above the Medicaid threshold who 
incur substantial health costs to become eligi- 
ble for assistance after they have “spent 
down” their excess resources. As of 2003, 
thirty-six states had elected this option. But 
although spend-down programs benefit those 
with substantial health costs, they do nothing 
to help low-income workers afford insurance 
coverage. Third, federal law and state choices 
have combined to increase the family income 
threshold for children’s eligibility for public 
insurance beyond that for their parents. 
Thus, as a parent’s income increases, the par- 
ent may lose coverage while the child retains 
it. Providing insurance for children reduces 
the effective marginal tax rate, but also 
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means that families have some uninsured 
members and does little to facilitate a transi- 
tion to private coverage . 26 

Finally, more than a dozen states have 
adopted “premium assistance” programs in 
their Medicaid or SCHIP programs, or both, 
to cover the employee’s share of the cost of 
an employer-sponsored plan. Despite great 
effort on the part of many states, most of 
these programs are quite small, and a variety 
of barriers impede their success. The most 
difficult to overcome are the limited avail- 
ability of employer-sponsored insurance 
among the lower-income population, the 
challenges of engaging the small-business 
community in delivering a public benefit, and 
the need to ensure that participants in the 
premium assistance program have adequate 
coverage through a combination of their em- 
ployer-sponsored insurance and any available 
wraparound services the state may need to 
provide. Although premium assistance pro- 
grams provide a valuable benefit to partici- 
pants, families still face a large financial bur- 
den once they lose their Medicaid or SCHIP 
eligibility and must pay their share of pre- 
mium costs on their own. 

The Advantages of Universal Coverage 
Health policy analysts gravitate toward uni- 
versal coverage strategies when describing 
reforms to the health care system. Leading 
policy analysts on both the right and the left 
of the political spectrum have developed co- 
herent, rational universal coverage proposals 
that essentially scrap the current patchwork 
of coverage and replace it with something 
universal that fits with their values and views 
of the appropriate roles of government and 
individuals. 2 ' 

Universal coverage plans can readily meet 
the various needs of low-income families. 


They ensure coverage for all, rely on financ- 
ing systems that are equitable, and eliminate 
eligibility threshold penalties and perverse 
incentives. Indeed, many universal coverage 
proposals achieve their goals at a substan- 
tially lower “per person newly covered” cost 
than incremental expansions can. 

Despite the advantages of universal coverage, 
however, the current political environment is 
more hospitable to incremental coverage ex- 
pansions. After all, the corollary to designing 
a rational system is the need to unravel the 
many irrational aspects of the current system 
which, despite its many flaws, meets the 
needs of many Americans and serves as an 
engine for economic growth and profits. 
Doing so would arouse substantial resistance 
from those who are happy with the current 
system. Although my proposal is not as ambi- 
tious as some would prefer, it is designed to 
meet the key objective of improving access to 
health care for low-income Americans. 

Requirements for an Incremental 
Expansion 

For an incremental program to meet the 
needs of low-income families it must address 
three core problems in the current system: 
transitions, disincentives to work, and the lack 
of horizontal equity — that is, similar treat- 
ment of all people who are similarly situated. 

A reformed system must allow for smooth 
transitions, particularly from public to private 
coverage as a person’s earnings and job qual- 
ity improve. Public programs ensure compre- 
hensive benefits with very limited cost shar- 
ing. When they charge premiums, these are 
the same regardless of the health status of 
enrollees. Public programs have public over- 
sight and consumer protection to a degree 
not generally found in private health insur- 
ance. Private coverage provides a range of 
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choices and opportunities for innovation. The 
higher provider payment rates that prevail in 
private insurance yield a broader range of 
networks and sites of care. The terms of cov- 
erage, however, are quite variable, and indi- 
viduals or small firms may face high premi- 
ums because of age or poor health. The 
challenge for public policy is to bridge the 
gaps between these systems. 

An effective policy must also minimize disin- 
centives to work. Public subsidies for health 
insurance coverage, however, necessarily pose 
a substantial risk of such disincentives. In 
2005 a typical health plan for a single em- 
ployee cost $4,025, and family coverage ran 
$10, 880. 28 If, for example, a reform proposal 
posits that a family should pay no more than 
10 percent of its income for health insurance, 
then even a family earning $100,000 would 
require a subsidy to purchase family coverage. 
Subsidies reaching that income level are hard 
to imagine. A more realistic upper bound for 
receiving a subsidy is median family income, 
which was about $56,200 in 2005. 29 

Meanwhile, most health reform proposals start 
with the premise that people with income 
below poverty cannot afford to contribute at all 
to the cost of their coverage. If a benefit worth 
$10,000 is provided at no cost to a family with 
$20,000 annual income and is phased out com- 
pletely at around $60,000 family income, the 
effective marginal tax rate associated with the 
phase-out is quite steep, at 25 percent ($10,000 
■f [$60,000 - $20,000]). This high effective tax 
rate is particularly worrisome when viewed in 
conjunction with the effects of the phasing out 
of other benefits. In an effort to “make work 
pay,” policymakers in 1996 combined welfare 
reform with a series of work supports that sup- 
plement wages when parents first go to work, 
but phase out slightly farther up the income 
scale. 30 If health benefits are phased out in the 


same range as the work supports — income 
supplements, child care subsidies, and housing 
subsidies — are also phasing out, the financial 
benefit of additional work can become quite 
limited. Work disincentives cannot be elimi- 
nated in a targeted program, but they should 
be kept as small as possible. 

Finally, an effective policy for low-income 
families must stress horizontal equity over 
target efficiency. 31 Although 33 percent of 
nonelderly people with family incomes below 
twice the poverty level are uninsured, 26 per- 
cent of people in that category have private 
coverage through their work. 32 A targeted 
program would deliver subsidies only to 
those who “need” them — the uninsured — 
while doing nothing for the 26 percent who 
are struggling to afford their share of the pre- 
mium or who have taken lower-paying jobs to 
obtain a health benefit. Penalizing people 
who do the “right thing” violates fundamental 
notions of fairness. Indeed, the imposition of 
such penalties by the now-defunct Aid to 
Families with Dependent Children program 
led to the view that it was flawed and needed 
to be replaced through welfare reform. One 
recent analysis concluded that, ironically, 
steps designed to limit SCHIP coverage to 
those without access to employer-sponsored 
coverage block enrollment more among peo- 
ple without access to such coverage than 
among those with it. 33 Ensuring horizontal 
equity, however, would put a higher price tag 
on the proposal. Politics might dictate a less 
expensive program, in which case some hori- 
zontal equity may be lost. But although such 
a program might be easier to enact, it would 
be harder to sustain. 

A Proposal for Improving 
Access to Health Care 

Low-income families would benefit from a 
higher, federally defined floor of public cov- 
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erage through Medicaid and SCHIP and a 
new federal earned income health credit that 
could be applied to the cost of coverage pro- 
vided either by their state or by their em- 
ployer. This combination of policies would 
help low-income families afford coverage 
while meeting the three goals of facilitating 
transitions across types of coverage, minimiz- 
ing work disincentives, and providing equi- 
table benefits to people who are similarly 
situated. 

Proposal Overview 

The proposal would first expand Medicaid el- 
igibility to all people with family income 
below the federal poverty level and, through 
a combination of Medicaid and SCHIP, to all 
children with family income below twice the 
poverty level. The expansion for children 
would be modest — all but eight states already 
cover children up to or exceeding this level. 
The expansion for adults would be substan- 
tial. Only fourteen states and the District of 
Columbia cover parents living in poverty, and 
adults without children living with them are 
rarely eligible for Medicaid . 34 As is now the 
case with Medicaid, states would have the 
option of extending coverage farther up the 
income scale. The goal is not to make the 
Medicaid and SCHIP programs uniform 
across the country, but to create a clearly de- 
fined floor on which other sources of cover- 
age can build. 

The proposal would also create a new earned 
income health credit (EIHC) modeled on the 
well-regarded earned income tax credit 
(EITC ). 35 The EIHC would be a refundable 
tax credit claimed each year on the federal 
tax return but, like the EITC, would be made 
available during the year in advance. The 
credit would be based on taxpayer earnings 
and family structure and would phase in as 
earnings increase, reach a plateau, and then 


phase out farther up the income scale. The 
credit would be larger for families with de- 
pendents, reflecting the higher cost of family 
coverage. 

The EIHC could be used in either of two dis- 
tinct ways. When applied to a state-sponsored 
plan, it would reduce the premium that the 
state would otherwise bill the participant for 


The proposal would also 
create a new earned income 
health credit (EIHC) modeled 
on the well-regarded earned 
income tax credit (EITC ). 

providing coverage. When applied to an em- 
ployer-sponsored plan, it would reduce the 
contribution the employee would otherwise 
have to make to participate in the employers 
plan. The amount of the credit and the mech- 
anism for obtaining it would differ, depending 
on the source of the coverage. The EIHC 
would not be available to people who pur- 
chase insurance in the individual or nongroup 
market. 

How the EIHC Would Work 
with the State Plan 

All states would be required to design and 
implement a mechanism that enables anyone 
who receives the EIHC to purchase health 
insurance. States could meet this require- 
ment in a variety of ways. They could open 
up their existing Medicaid or SCHIP pro- 
grams, or both, to this new population. They 
could anchor the program to other groups, 
such as state employees. Or they could de- 
velop new entities, like the Massachusetts 
Connector, which was created as part of that 
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state’s recent health reforms to make subsi- 
dized insurance available to the low- and 
moderate-income population . 36 Whatever 
approach they choose, based on current prac- 
tices, states are likely to contract with one or 
more private health insurance plans to pro- 
vide the insurance. That is, the “state” insur- 
ance would generally be delivered through 
one or more private health plans. 

Some states might develop an insurance 
product and make it available only to the tar- 
get population of EIHC recipients. Other 
states might incorporate this effort into a 
larger initiative that markets products to 
small businesses or individuals whose in- 
comes exceed the EIHC eligibility threshold. 
States could even consider supplementing 
the value of the federal EIHC with state 
funds to help targeted populations afford 
better coverage than they might otherwise be 
able to get. 

The state insurance product would have to be 
community rated and guaranteed issue. That 
is, the price the enrollee is charged could 
vary by family size but not by age or health 
status, and no eligible applicant could be de- 
nied coverage. These requirements are es- 
sential to ensure that EIHC recipients get 
coverage, because the EIHC would not be 
any larger for older or sicker people than for 
those who are younger and healthy. Absent 
this requirement, people could find them- 
selves with a subsidy that was too small to 
allow them to afford a suitable plan. In the 
extreme, some people with health conditions 
might not be able to find an insurance com- 
pany that would sell them a plan at all. 

The community-rating requirement adds a 
layer of complexity to the proposal. There is a 
significant risk that this new program would 
suffer from adverse selection — that is, it 


would attract those who could not get cover- 
age elsewhere or who could get it elsewhere 
only at a high cost. Meanwhile, healthier, 
lower-cost populations would stay in the pri- 
vate market, where they could find lower 
prices. This risk has been discussed else- 
where in greater detail than is possible 
here. 3 ' In brief, the state plan is at greater 
risk if its rating rules differ from those in the 
market as a whole, if the subsidies are small, 
and if the program is less attractive in other 
respects than the broader market. These cir- 
cumstances will vary from state to state. A 
few states already have tight rating rules sim- 
ilar to those that would exist for the new state 
product; most do not. 

Ultimately, states would likely have five op- 
tions to address concerns about adverse se- 
lection. First, they could examine their exist- 
ing rules in the private market and bring 
them closer to community rating. Second, 
they could establish (or expand existing) 
high-risk pools or reinsurance mechanisms to 
try to segregate higher-risk populations from 
all markets into a separate, subsidized pool, 
thereby reducing the risk and burden in the 
state plan. Third, they could expand subsidies 
using state funds to reduce the potential for 
adverse selection. Fourth, they could open 
the state plan to a much larger share of the 
market, thereby diluting the effect of high- 
risk enrollees. Fifth, they could accept a cer- 
tain amount of adverse selection and fund 
the excess risk from other resources. 

How the EIHC Would Work with 
Employer Coverage 

The EIHC would be designed to function 
seamlessly with the employee payroll with- 
holding system. Employees would determine 
their expected credit by completing the ap- 
propriate forms. Employers would subtract 
the amount of the credit from the amount 
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they withhold from each employee’s pay- 
check and remit to the federal government as 
taxes. The employer would bundle the credit 
with employer and employee contributions in 
a single payment to the health plan that pro- 
vides insurance to the firm’s employees. This 
process is described more fully in two reports 
that have examined the implementation of a 
tax credit that supports employer-sponsored 

• QC 

insurance. 

Beneficiaries of the federal earned income 
tax credit can receive the credit in advance 
during the year through a similar payroll 
credit, though less than 1 percent of those el- 
igible take advantage of this option. 39 Ensur- 
ing that EIHC beneficiaries use the advance 
option will require full integration of the 
EIHC with not only the employer’s withhold- 
ing system but also the employer’s open en- 
rollment and plan selection processes. The 
idea is to make applying for the EIHC, calcu- 
lating the credit, and participating in an em- 
ployer-sponsored plan a single event. 

As with the EITC, the ultimate value of the 
EIHC will have to be calculated on the year- 
end tax return. If applicants claim a larger 
credit during the year than they are actually 
owed, they will have to pay the excess back to 
the Internal Revenue Service when they file 
their tax returns. Some proponents of health 
insurance tax credits have suggested drop- 
ping the reconciliation aspect entirely, so as 
not to discourage participation. Such a step, 
however, might undermine the integrity of 
the overall approach. It would be preferable 
to make it very unlikely that people who ac- 
curately report their income will owe money. 
One option would be to calculate the credit 
based on monthly income and health insur- 
ance participation. If employees were able 
easily and quickly to report status changes, 
such as family size or composition, the value 


of the credit could be adjusted automatically 
and immediately to reflect the change. 

How the Value of the EIHC 
Would Be Established 

Each tax filing unit would have two EIHC 
values: the maximum credit available and the 
credit it actually receives. 40 The maximum 
available credit would be calculated individu- 
ally for each member of the tax filing unit and 
then summed to create a total value for the 
family. The EIHC would be available only to 
taxpayers who paid out of their own re- 
sources for a health insurance policy. All 
members of the tax filing unit would have to 
have coverage before the unit could claim the 
credit for anyone. A family whose children 
were eligible for and covered by Medicaid or 
SCHIP could claim the credit for the par- 
ents, but parents who did not secure cover- 
age for their children would not be eligible 
for the credit at all. The EIHC value would 
be prorated on a monthly basis for those who 
had health insurance for a portion of the year. 

The design and computation of the credit 
would be different for state-sponsored and 
employer-sponsored coverage. For state 
plans, the maximum and actual credits would 
be the same. The credit would be based on 
family income, with a design similar to that of 
the EITC. That is, the credit would phase in 
at 50 cents for each dollar of earned income, 
hit a plateau that would be sustained through 
the poverty level for adults and twice the 
poverty level for children, and then phase out 
to zero at three times the poverty level. The 
plateau would be set at 90 percent of the cost 
of a typical health plan, or roughly $3,600 for 
an adult. 

The EIHC would reduce the price an en- 
rollee pays for the public plan from its mar- 
ket value to a lower, subsidized level. The 
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Figure 1. Proposed Earned Income Health Credit 
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Note: Based on a federal poverty level of $20,000 for a family of four and a cost of coverage of $4,000 per adult and $1,500 per child. 


plan would have a very low net price for 
those who receive the maximum EIHC, 
gradually rising to the unsubsidized amount 
as family income increased. 

For employer-sponsored coverage, the maxi- 
mum credit should be lower because most 
employees already receive a subsidy from 
their employer. Subsidies of less than 50 per- 
cent for employee-only coverage are ex- 
tremely rare (only 4 percent of workers in 
small firms have subsidy rates this low). 41 
Only 12 percent of all workers have family 
coverage subsidy rates lower than 50 percent, 
although the rate is 24 percent among work- 
ers in small firms. 42 It seems reasonable to 
use 50 percent as the starting point for the 
public subsidy as it will capture the large ma- 
jority of people, whether they need individ- 
ual or family coverage. Thus the maximum 
credit for the EIHC in employer-provided 
coverage would plateau at 45 percent of the 
cost of coverage, to reflect a 90 percent pub- 
lic subsidy when the employee contribution 
is 50 percent. 

The maximum EIHC value is shown in figure 
1. Many employees receive subsidies from 


their employer of more than 50 percent, and 
almost one-quarter of workers contribute 
nothing toward the cost of employee-only in- 
surance coverage. 43 The maximum credit 
would thus exceed what these workers have 
to pay out of their own pocket for coverage. 
For reasons I discuss in more detail below, 
their EIHC would be calculated as follows. 
First, workers would receive the amount they 
contribute toward their coverage. In addi- 
tion, one-sixth of the difference between 
their contribution and their maximum EIHC 
would be deposited on their behalf into a 
flexible spending account that could be ap- 
plied toward the out-of-pocket costs the em- 
ployee incurred during the year. The same 
amount would go to the employer as a credit 
against the cost of providing health insur- 
ance. Thus, the government would pay out a 
total of one-third of the amount by which the 
maximum credit exceeds the amount the 
worker has to pay. 

How the Proposal Addresses the 
Challenges Facing Low-Income 
Families 

My plan is designed to overcome the chal- 
lenges facing low-income families by facilitat- 


108 THE FUTURE OF CHILDREN 


A Health Plan to Reduce Poverty 


ing transitions across sources of coverage, 
minimizing work disincentives, and pursuing 
the goal of horizontal equity. It is also de- 
signed to minimize incentives for employers 
and employees to replace their current pay- 
ments with public support. 

The plan facilitates transitions by providing re- 
alistic options for new sources of coverage 
when another source ends. As the parent (or 
parents) in a family goes to work and income 
rises, the family will at some point exceed the 
income thresholds for the fully subsidized 
Medicaid program. If the parent works at a 
firm that offers health insurance coverage, the 
EIHC will be there to subsidize the share the 
employee is expected to pay, and in some cir- 
cumstances subsidize part of the employers 
cost as well. If there is no employer-sponsored 
coverage, the state plan is available, also on a 
subsidized basis. Movement across these 
forms of coverage will still involve some 
changes, but will avoid the penalties and dis- 
continuities in todays health care system. 

The plan minimizes work disincentives by try- 
ing to keep as low as possible the effective 
marginal tax rates families face as their earn- 
ings increase. Because the plan must meet the 
needs both of people without access to em- 
ployer-sponsored coverage and of those who 
do have access and have widely varying rates 
of employer subsidy, achieving that goal is 
complicated. The design is best explained by 
considering three families, each with one 
worker, a nonworking spouse, and two chil- 
dren. In each family the worker earns $40,000 
a year. In one family, the employer does not 
offer health insurance; in the second family, 
employer-provided coverage is available if the 
employee contributes 40 percent of the 
$10,000 cost of the plan; in the third family, 
workplace coverage is available with an em- 
ployee contribution of 20 percent, or $2,000. 


Although all three families have the same in- 
come, their ability to obtain health insurance 
is quite different. If a family with income of 
$40,000 can afford to contribute 2.5 percent 
of its income, or $1,000, toward the cost of 
coverage, the first family faces a shortfall of 
$9,000, the second a shortfall of $3,000, and 
the third a shortfall of $1,000. 


The plan is designed to over- 
come the challenges facing 
low-income families by 
facilitating transitions across 
sources of coverage, mini- 
mizing ivork disincentives, 
and pursuing the goal of 
horizontal equity. 

A tax credit that treats all three families the 
same will be either inadequate or inefficient. 
If the credit is much less than $9,000, the 
first family will have inadequate coverage. If 
the credit is high enough to meet the first 
family’s needs, the second and third families 
will receive much more than they need to get 
coverage. 

A tax credit that exactly meets each family’s 
needs would be adequate and appears to be 
efficient, but creates a different problem. If 
the second family receives a credit of $3,000 
and the third family a credit of $1,000, the 
third family’s employer has no incentive to 
continue providing such a generous subsidy 
toward coverage. The third employer could 
reduce its subsidy by $2,000 and the em- 
ployee would be no worse off. In the ex- 
treme, both the second and third employers 
might choose to drop coverage entirely, 
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knowing the families would get a $9,000 
credit, which would come close to meeting 
the family’s financial needs for obtaining 
good coverage. 

In fact, substantial barriers keep employers 
from making such radical changes. 44 But 
even having to replace some private dollars 
with public dollars would be expensive and 
could make the cost of the program, relative 
to the number of people who newly gain in- 
surance coverage, unacceptably high. 

Two features of the plan are designed to ad- 
dress these problems while still striving for 
equity. First, the large credit available to 
those without employer coverage can be used 
only to purchase a public plan, and the credit 
falls short of the value of a typical private 
plan. An employer who drops coverage en- 
tirely would leave the firm’s employees sub- 
stantially worse off with respect to insurance 
choices. Some employers might take this step 
nonetheless, but the plan is designed to min- 
imize the likelihood that they will. 

Second, the plan rebates a portion of the gap 
between each family’s out-of-pocket pre- 
mium costs and its EIHC maximum credit. 
An employer who offers generous subsidies 
would receive a modest rebate for the em- 
ployees of the firm who are eligible for the 
EIHC. The employees also receive a modest 
rebate, which provides them with additional 
value associated with the employer contribu- 
tion toward coverage even if they lose some 
of the value of the credit. Together these fea- 
tures should help discourage employers from 
reducing their contribution levels. 

The plan also supports workers who are in- 
creasing their earnings. Consider two possible 
scenarios for the second worker. In the first, 
the worker gets a raise in cash salary from 


$40,000 to $42,000. In the second, the worker 
moves to a new job that gives the same salary 
but an increase in the employer subsidy for 
health insurance from $6,000 to $8,000, so 
that the worker’s situation is now identical to 
that of the third worker. Both scenarios repre- 
sent a $2,000 increase in the worker’s total 
compensation, which public policy should 
support. As workers’ earnings go up, their 
need for assistance falls, so some decline in 
support is appropriate. But the design of the 
credit should not “tax” away all of the increase 
or it will impede career advancement. 

The first scenario moves the worker farther 
along the phase-out schedule of the EIHC 
(see table 1). The credit will decline at the 
rate of the phase-out, but the worker will be 
much better off after the raise. In the second 
scenario the employee will lose $1,150 in 
EIHC, because the value is capped at the ac- 
tual amount the employee must pay. The em- 
ployee and employer will each get a rebate of 
$192, which represents one-sixth of the 
amount by which the maximum EIHC ex- 
ceeds the employee contribution to coverage. 
The employee in the second scenario faces a 
steeper marginal tax rate. However, the extra 
salary in scenario one is subject to payroll and 
income taxes that reduce the difference be- 
tween the net effect of the two scenarios. 

Although the policy goal is to keep marginal 
tax rates from becoming too large, a family 
may consider the situation somewhat differ- 
ently. In its original circumstances, with a 
$40,000 salary and a $4,000 contribution to- 
ward coverage, the family must come up with 
$850 to purchase coverage. With a cash raise, 
the family now has substantially more re- 
sources available to make a slightly larger 
contribution. If the worker takes a job with a 
higher employer subsidy, he no longer needs 
to make a contribution out of his own pocket, 
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Table 1. Change in Family Well-Being from Increase in Salary or Decrease in Employee 


Health Insurance Contribution 

Dollars except when otherwise noted 

Item 

Starting point 

Scenario 1 

Scenario 2 

Annual salary/employee health insurance contribution 

$40,000/$4,000 

$42,000/$4,000 

$40,000/$2,000 

Maximum EIHC 

3,150 

2,835 

3,150 

Actual EIHC 

3,150 

2,835 

2,000 

Net contribution to coverage (rebate) 

850 

1,165 

(192) 

Family resources after contribution 

39,150 

40,835 

40,192 

Increase in resources relative to starting point 


1,685 

1,042 

Effective marginal tax rate 


15.8% 

47.9% 


Note: Based on federal poverty level of $20,000 for a family of four and structure of EIHC as described in text. 


and lie gains a small rebate to deposit into a 
flexible spending account. Either change is 
positive for the family, regardless of the pre- 
cise marginal tax calculation. 

Proposal Costs 

The price tag of this proposal is sure to be 
quite high. A recent analysis placed the cost 
of expanding Medicaid to all adults with in- 
comes below the poverty line at $24 billion in 
2006, with the federal government bearing 
$14 billion of that cost and the states, $10 bil- 
lion. 45 Most tax credit proposals have been on 
a much smaller scale than the one proposed 
here, and the cost estimates are quite sensi- 
tive to their structure. One tax credit pro- 
posal that was capped at 30 percent of the 
cost of insurance coverage was estimated to 
cost about $15 billion in 2005. 46 The Con- 
gressional Budget Office estimated the cost 
of a maximum credit of $2,750 for a family 
with a phase-out point of 300 percent of the 
federal poverty level to be $3.1 billion in 
2008. 47 A far more ambitious and generous 
proposal that includes sliding-scale subsidies 
for people with incomes up to 400 percent of 
the federal poverty level to purchase em- 
ployer-sponsored insurance was estimated to 
cost $27.1 billion in 2007. 48 This proposal in- 
cluded subsidies for purchasing nonemployer 


plans, at an estimated cost of $31.4 billion. 
Based on these figures, I estimate that my 
proposal will cost about $45 billion a year, 
with the federal government paying about 
$35 billion and the states, about $10 billion. 

This cost estimate is very rough. A more pre- 
cise estimate would require a much more so- 
phisticated modeling approach. The dynam- 
ics of the health care system are such that 
small changes in policy variables can ripple 
through the system with large and unex- 
pected effects. Models cannot perfectly an- 
ticipate those effects, but they provide im- 
portant information that can be used to 
either prepare for the effects or modify the 
plan. In this proposal, small changes to the 
structure of the EIHC could yield large un- 
expected changes in employer and employee 
behavior and in overall cost. The proposal 
was designed with the intention of keeping 
those changes modest, but if modeling re- 
sults suggested changes on a large scale, it 
would be worth considering modifying the 
proposal. 

The cost could be brought down in many 
ways. The obvious options are to reduce the 
maximum value of the EIHC, make the 
phase-out steeper, or scale back the public 
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program expansion. Each would limit what 
the plan could achieve. Another option would 
be to put an age limit on eligibility for this 
new program. If the primary goal is to reduce 
poverty for low-income families, the policy 
could target younger adults and families. 
Such an approach would focus resources on 
the share of the uninsured that has, on aver- 


In fact, it is reasonable to 
expect the proposal to raise 
overall health care spending 
because people without 
health insurance use about 
60 percent as many services 
as those with insurance. 


age, lower costs, because health costs tend to 
increase with age. 

Variations on the Proposal 

The proposal provides a credit of uniform 
value in a nation where health care and 
health insurance costs vary . 49 It will be rela- 
tively easy for people who live in low-cost re- 
gions to get good coverage, whereas those in 
regions with higher costs may find the credit 
inadequate to purchase a good policy. Some 
reform proposals vary the credit by the un- 
derlying cost of insurance. This adds a sub- 
stantial layer of complexity and creates some 
troubling incentives for the health system as 
a whole (the more expensive you are, the 
more you get paid). 

Similarly, the credit value could vary by the 
age or health status of the applicant. This 
would avoid the risk-selection problems al- 
ready noted, but would be extremely difficult 


to administer. Alternatively, the proposal 
could mandate that states adopt community 
rating policies for health insurance. This 
would solve the risk-selection problems, but 
create other disruptions within the current 
health insurance market. It would also funda- 
mentally alter the balance between state and 
federal power in health insurance regula- 
tion — a change to which the states would be 
sure to object. 

Finally, the proposal could have provided an 
option for people to receive the EIHC if they 
purchase coverage in the individual insur- 
ance market. Such a structure provides less 
of an assurance that the insurance policies 
will be adequate, is far more prone to the 
substitution of private dollars with public dol- 
lars, and requires the creation of an entirely 
new administrative structure to enable the 
credit to flow to families. 

Conclusion 

My proposal is designed to make health in- 
surance a viable option for all Americans 
with low or moderate income. It builds on 
existing public programs and private sector 
coverage. 

The proposal is designed with an implicit af- 
fordability calculation in mind. That is, it be- 
gins with the notion that it is reasonable to 
expect individuals and families at a certain 
income level to pay a modest share of their 
income toward health insurance coverage. 
The EIHC provides the subsidy that brings 
the net cost for the family down from the 
market price to the affordable price. The im- 
plicit affordability calculation is rough — 
some people will still view coverage as unaf- 
fordable at these subsidized prices; others 
would have purchased coverage anyway, 
even if it had cost them more. Those who 
still find insurance unaffordable even after 
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the subsidies are applied and those who 
value other priorities more than they value 
having insurance coverage will remain unin- 
sured. A more generous EIHC could be of- 
fered that would help more people at a 
greater cost to taxpayers. The EIHC could 
also be calibrated more closely to other fac- 
tors that might influence a family’s ability to 
afford coverage. Public programs routinely 
do this through income disregards — for ex- 
ample, by deducting child care or trans- 
portation costs from family income when de- 
termining program eligibility. However, the 
information collected on the tax return does 
not lend itself to such calibration. 

While seeking to build a solid floor of public 
coverage, the proposal does not smooth out 
the major differences in how states regulate 
the health insurance market. In states with 
limited regulation, individuals and firms with 
employees with certain health conditions 
may find that they cannot obtain coverage at 
anything near the average prices used to de- 
velop the EIHC. Rather than seeking to stan- 
dardize state insurance regulation, the plan 
requires every state to operate a plan that is 
available to everyone. Such a plan will cost 
states with limited regulation more than it 
will cost states with tighter regulation be- 
cause the state program is more likely to at- 


tract sicker people when the private market 
charges higher rates to sicker people. 

Ultimately, this proposal is not designed to 
reduce or control the rate of growth of health 
care or health insurance costs, nor is it de- 
signed to improve the quality of health care. 
In fact, it is reasonable to expect the proposal 
to raise overall health care spending because 
people without health insurance use about 60 
percent as many services as those with insur- 
ance. Cost containment and quality improve- 
ment are critical issues for the health care 
system as a whole and they warrant far more 
attention than can be given in a brief paper 
focused on insurance coverage. 

The proposal made here would not solve all 
that ails the American health care system. It 
would, however, make coverage more nearly 
affordable and accessible to all, especially 
poor families. It would ease the concerns of 
lower-income families about health insurance 
and access to health care services. It would 
enable these families to focus on advancing 
their careers and taking care of their children, 
rather than on trying to navigate a system that 
falls short in so many ways. And finally, it 
would reduce the disincentives for poor fami- 
lies to work and thereby increase the odds 
that they could earn their way out of poverty. 
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